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Brazil: Government Pushes Radical Austerity Plan
by Erika Harding
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In early December, President Itamar Franco's government formally submitted a series of fiscal
and monetary proposals to the National Congress which, if approved, would amount to a shock
program to completely eliminate the fiscal deficit in 1994 and cut the bottom out of inflation. In late
November, Finance Minister Fernando Cardoso had announced that the government was preparing
a set of emergency measures to immediately raise government tax income and radically slash state
spending across the board. According to Cardoso, the government hoped to virtually eliminate the
fiscal deficit with the stroke of a pen, drastically reducing government expenditures by up to US$22
billion in 1994 (see Chronicle 12/02/93). On Dec. 7, the government formally submitted its plan to
the National Congress as part of the proposed federal budget for next year, which the legislature
will review in early January. Following are the most important proposals: * A 5% increase in all
federal and local taxes. The tax hikes which would require some constitutional amendments before
receiving final approval from the legislature would in part pay for a two-year Social Emergency
Fund to channel resources to development programs in the poorest communities. * A 15% reduction
in funds transferred from the federal government to state and municipal administrations. * Legal
reforms that would prohibit the executive branch from selling new government bonds to cover
the fiscal deficit. * A 35% reduction in investments by the federal government, plus steep cuts in
spending across the board, including an overhaul of public administration to scale back waste. *
An acceleration of the privatization program, including constitutional amendments which would
pave the way for the state to sell off the its giant oil and telecommunications monopolies: Petroleo
Brasileira (Petrobras) and Empresa Brasileira de Telecomunicacoes (Embratel). This measure
would represent a complete reversal of government policy, given that in October the Franco
administration had submitted a privatization plan to Congress which explicitly prohibited the sale
of constitutionally-protected state monopolies (see Chronicle 10/28/93). Among other things, the
government also plans to launch a new anti-inflation price index (Unidad Real de Valor, URV) to
better measure real changes in the cost of living. The new index would be pegged to the foreign
currency exchange, measuring daily fluctuations in the value of the cruzeiro real against the
US dollar as the basis for determining consumer price increases. According to Finance Minister
Cardoso, the new index would help eliminate some speculative forms of price setting commonly
used by businesses at present, such as using a previous month's inflation rate as the basis for price
hikes in the current month. Cardoso who is considered the plan's principal architect estimates
that if all the measures are approved and implemented it would cut the bottom out of inflation,
since the government's chronic fiscal deficit is considered the central factor feeding consumer price
hikes. Cardoso estimates that by the second half of 1994, monthly inflation could drop to between
3% and 4%. From January-September of this year, inflation averaged about 30% per month, and
in October and November, it climbed above 35%. Accumulated inflation for the first 11 months
of 1993 is 1,828%, compared to 919% in the same time period in 1992. "In 1994 there will be a solid
economic program that rests on sturdy bases," said Cardoso. "The proposed measures will put
Brazil on the road to eliminating the deficit, driving down inflation, and giving Brazilians a strong
currency." Nevertheless, the government warns that if the legislature fails to approve the plan, it
would push the country to the brink of economic collapse. "There would be chaos," said Cardoso
LADB Article Id:  057120
ISSN:  1060-4189
©2011  The University of New Mexico,
Latin American & Iberian Institute.
All rights reserved. Page 2 of 2
in a nationally-televised declaration. "I think Congress will appreciate that." So far, the plan has
met with mixed reactions in the legislature. On the one hand, some conservative parties and pro-
government representatives are seeking ways to hasten the plan's approval. For example, the
Brazilian Social Democratic Party (Partido da Social Democracia Brasileira, PSDB) is pushing for
immediate passage of the plan's required constitutional amendments to pave the way for rapid
approval of the specific measures proposed when the budget debate begins in early January. On
the other hand, the Democratic Brazilian Party (Partido do Movimento Democratico Brasileiro,
PMDB) which has a majority in the National Congress is severely divided over the issue, while
most of the center-left organizations are outright opposed, including the Workers Party (Partido
dos Trabalhadores, PT). Apparently, most of the parties are apprehensive over approving severe
austerity measures in an election year, since general elections are scheduled for October 1994.
"We will have to carefully examine the plan because we cannot approve unpopular measures,"
said Germano Rigotto of the PMDB. "It will be difficult to reach an agreement because nobody in
Congress wants to be blamed for the plan's negative repercussions." (Sources: Reuter, 12/07/93;
Agence France- Presse, 11/27/93, 12/02/93, 12/05/93, 12/07/93, 12/08/93; Notimex, 12/13/93)
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